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“Corporate management recognizes that it not only 
provides vital and important statistical information 
for stockholders and members of the financial com­
munity, but that it also can be a fact sheet for the 
business press, a goodwill builder among present and 
prospective customers and suppliers, a textbook for 
business classes in high schools and colleges, a prestige 
builder with community leaders and employees, a 
helpful reference book for prospective investors and a 
manual for security salesmen.”
AN AUDITOR’S APPROACH TO COST 
ACCOUNTING
Pearl A. Scherer, CPA 9
“The basic tool of the auditor for cost control in 
small business is the comparative statement of in­
come, presented in percentages of gross profit as 
well as in actual dollars...............
“To me, putting accounting figures to work in order 
to assist management in making decisions is one of 
the most fascinating aspects of public accounting.”
EDITOR'S NOTES
As I assume the duties as Editor of THE 
WOMAN CPA I note that this issue is Vol­
ume 30, Issue 1, and we break through the 
’29 and holding’ barrier and admit to our 
thirtieth birthday as a publication.
Comparisons of our current magazine for­
mat with the three 8½" X 11" mimeo­
graphed sheets dated December 1, 1937 
bearing the brave legend, Vol. 1, Copy 1, give 
evidence of the fruits of maturity as mea­
sured in our progress as a professional maga­
zine during this three decade span.
Until December, 1943, the caption imme­
diately under the name was “Bi-monthly 
Bulletin” as originally designated by the first 
Editor, Mary Gildea, and her publishing com­
mittee. The caption was changed in Decem­
ber, 1943 to “Official Publication” to reflect 
the evolution of the magazine from its mod­
est inception as a basically internal house or­
gan for the membership to its ultimate 
function as a printed showcase for profession­
al articles primarily authored by the mem­
bers of AWSCPA and ASWA.
As THE WOMAN CPA broadened its area 
of coverage, AWSCPA and ASWA each in­
augurated bi-monthly bulletins that now per­
form the intra membership communications 
for the respective societies that are so neces­
sary to their activities.
With the beginning of this thirty-first year 
I believe that THE WOMAN CPA will best 
serve women in the accounting profession if 
we even more strenuously focus our efforts 
toward making it an instrument of education 
and a conduit of technical information in all 
areas of accounting thought. This belief will 
be our guideline for the coming year.
EDITORIAL STAFF AND BOARD 
APPOINTMENTS
We announce appointments to the edito­
rial staff and board for the new year as made 
by the presidents of AWSCPA and ASWA, 
Miss Frances D. Britt, CPA, and Miss Julia 
J. Kaufman:
Phyllis E. Peters, CPA, will serve as Asso­
ciate Editor and as Editor of “Reviews— 
Writings in Accounting.” Miss Peters is a past 
National President of ASWA, 1964-65, and a 
manager on the audit staff of Touche, Ross, 
Bailey & Smart in Detroit.
(concluded on page 14)
EDITOR McCANN RETIRES
All readers of this magazine, especially the 
members of AWSCPA and ASWA, are deeply 
indebted to Mary J. McCann, CPA, for her 
two years of service as Editor of THE 
WOMAN CPA.
As Miss McCann relinquishes the Editor­
ship she can look back with understandable 
satisfaction upon twelve issues that have 
measured up to the high standards set by 
her predecessors. Her discriminating selec­
tions of major articles for publication, taking 
into account the limitations of space and ma­
terial availability, have been exceptional.
Miss McCann, a manager on the audit 
staff of Touche, Ross, Bailey & Smart, Kansas 
City, Missouri, is the first woman to receive 
a CPA certificate in the State of Kansas. 
She has served AWSCPA as president, 1958- 
1959, and ASWA as one of the organizers 
and second president of the Kansas City Chap­
ter. Her retirement as Editor will permit her 
to devote more time to the other professional 
and civic groups in which she is active.
We sincerely thank Miss McCann for 
serving so ably as Editor. Her successor will 
endeavor to live up to her tradition of ex­
cellence in the year ahead.
WORKING CAPITAL CRISIS
During the course of trying to explain to his accountant the serious credit problems of his company because 
of the usual growing pains of a new and expanding company with a working capital shortage, the young, 
dynamic, energetic president finally said, "In fact, our credit is so bad that in some places they won't even 
take our cash."
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OBJECTIVES OF AN ANNUAL REPORT
Kathleen G. Skinner
Portland, Oregon
Addressing a group of expert accountants 
such as yourselves on the subject of annual 
reports makes me feel somewhat like a clerk 
trying to explain the intricacies of open heart 
surgery to a group of distinguished heart sur­
geons.
Your statistical reports actually are the 
heart of any corporate annual report and the 
main reason for its existence, whereas the 
level of my accounting ability is about like 
that of the man who, after doing a hauling 
job, was told he could not get his money 
until he submitted a statement. After much 
meditation, he finally evolved the following 
bill: “Three comes and three .goes, at four 
bits a went—$3.00.”
People like myself merely provide the win­
dow dressing or prepare a showcase for your 
financial data in an attempt to stimulate read­
er interest in the real merchandise the annual 
report is trying to sell. We may design the 
report and prepare most of the body copy 
but we have to rely very heavily on the people 
in your profession for all of the factual in­
formation that is required by law or properly 
should be included. However, as I somewhat 
facetiously have told our accountants, their 
figures don’t always mean much to the layman 
as illustrated by the man who was asked 
what he would do with a million dollars. 
“Boy, if I had all that money,” he said, “I’d 
put $5,000 in the bank and have a whale of 
a good time with the other $5,000.”
Therefore, for the benefit of those who are 
not accounting experts, it behooves us to in­
terpret some of the more vital statistics in 
such a way that even the most unsophisticated 
investor readily can tell whether his company 
is making more money this year than last 
year, whether it is keeping expenses in line 
and, most of all, whether it is increasing his 
dividend. This usually is done by putting a 
financial highlights page at the beginning of 
the report. For the more sophisticated stock­
holder and the investment analysts, detailed 
ten-year statistical comparisons at the end 
of the book or as a separate enclosure are 
considered highly desirable, and five-year 
comparisons are regarded as an absolute 
minimum. It is my firm conviction that all 
such data should be set in fairly large, easily 
read type although many companies still use 
a small, cramped type face for their finan­
cial pages.
So much for the statistical data which 
supplies both the sophisticated and unsophis­
ticated stockholder or would-be investor with 
the information he needs to make a decision 
as to whether or not he wishes to continue 
his investment in your company, increase his 
holdings or put his funds into some other 
company. Then what is the objective of the 
14, 16 or 20 additional pages appearing in 
most of today’s progressive corporate reports? 
Why are they considered to be worth the 
additional money they cost?
Public Relations Vehicle
I can only say that the concept of annual 
reporting has changed so drastically in the 
past two decades that many executives today 
regard it as one of the most important public 
relations vehicles a company can have. No 
other piece of business literature tries to 
convey so much understanding—of so many 
subjects—to so many people as does the an­
nual report.
Corporate management recognizes that it 
not only provides vital and important statisti­
cal information for stockholders and members 
of the financial community, but that it also 
can be a fact sheet for the business press, 
a goodwill builder among present and pro­
spective customers and suppliers, a textbook 
for business classes in high schools and col­
leges, a prestige builder with community 
leaders and employees, a helpful reference 
book for prospective investors and a manual 
for security salesmen. However, it obviously 
can perform none of these communications 
functions unless it is read—and understood. 
And this is where the window dressing man 
comes into the picture.
Design and Theme
First, he must arouse the reader’s interest 
with an eyecatching and meaningful cover 
design. Before selecting a cover design, how-
KATHLEEN G. SKINNER is the assistant 
corporate secretary of the Northwest Natural 
Gas Company of Portland, Oregon. An author­
ity on Annual Report preparation, Miss Skin­
ner presented this paper at a luncheon at the 
27th Joint Annual Meeting of AWSCPA- 
ASWA in Portland in September. 
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ever, he must decide on a theme for the re­
port—determine which aspect of his company’s 
business he most wants to emphasize—ex­
pansion, new products, customers, employees, 
stockholders, a new headquarters building. 
Then, insofar as possible, this theme should 
be carried out throughout the report both in 
pictures and the written copy. It should lead 
the reader through the report as though he 
were being conducted on a personal tour of 
the year’s vital statistics.
There are no formulas available or rules 
to follow in establishing the basic design idea 
or plan. The only consideration, as one rather 
poetic writer put it, is that any design or 
graphic expression should come under the laws 
of orderly structure, fingered with simplicity 
and rippled with originality.
I have scattered around on the tables to­
day samples of some of our company’s recent 
reports. You will note that our 1962 report 
emphasized the fact that “The Spotlight is 
on Growth” because it was a year characterized 
by one of the highest percentage growth figures 
in the Company’s history and culminated 
spectacular progress in the six-year period fol­
lowing the arrival of natural gas in 1956.
We were encountering some fear of natural 
gas on the part of the people in this area 
because they long had been familiar with the 
toxicity of manufactured gas and were not 
yet convinced of the non-toxicity of natural 
gas. Therefore, in 1963 we stressed the fact 
that natural gas was being used by people 
everywhere—in schools, homes, hospitals, shop­
ping centers and churches—places with which 
people frequently come in contact and with 
which they associate safety and comfort. Em­
ployees were used as models wherever pos­
sible, thereby increasing employee interest in 
the report.
The next year we decided to emphasize 
the fact that we were not a cold inhuman 
machine but rather a company of people just 
like a stockholder’s friends and his next door 
neighbors. Employees in various occupations 
were featured. This again was a particularly 
satisfactory approach employee-wise and also 
seemed to appeal to the general public.
In 1965, the big news of the year was our 
expansion to the coastal areas of Oregon so a 
beautiful scenic picture was selected for the 
front cover, and, for a little light touch, a 
picture of a seagull was selected for the back 
cover. The number of requests we received 
from stockholders for reproductions of both 
the front and back covers was unbelievable. 
One stockholder requested two prints of the 
seagull because his wife and daughter each 
wanted one and neither was willing to share 
her copy. Unfortunately the printing process 
used in producing the annual report did not 
permit us to accede to these requests without 
undue expense but we did acknowledge all 
letters and carefully explained our problem. 
Many quickly recognized the problem involved 
and simply asked for additional copies of the 
report, which we gladly provided.
In 1966 we had announced that we would 
construct a $3 million liquefied natural gas 
plant—first of its kind in the Pacific Northwest 
and second in the entire West. This seemed 
a natural for the cover. It was not as beautiful 
or as imaginative as some perhaps but at 
least it was meaningful.
After the cover has been selected there 
still remains the problem of filling a number 
of pages with easy-to-read copy combined with 
attention-getting pictures and informative 
captions. Natural gas, unfortunately, is not 
very photogenic. Also, since we are a relatively 
large utility, many people are inclined to think 
of us as a monopolistic monster. Both of these 
factors make the selection of pictures some­
what more difficult than if we were selling 
wearing apparel, like Jantzen and White Stag, 
for instance, or photographic equipment like 
Eastman Kodak. Therefore, to find 15 to 20 
useable pictures, I usually start with a stock 
of more than 100, gradually eliminating those 
that don’t quite do the job of making the 
Company appear as a good, valuable and 
warmhearted citizen of the areas it serves.
One year, when Portland’s first baby 
elephants, namely Packy and Me-Tu, were 
making national headlines, we ran a picture 
of them in our annual report and explained 
that natural gas heated their elephant house. 
Another year, because we supply natural gas 
for virtually all of the chicken brooders in 
our service area, we used a picture of some 
cuddly yellow baby chicks. Incidentally, fol­
lowing a recent rate decrease, we launched 
a new advertising campaign in which we use 
baby chicks in our radio, TV, newspaper and 
billboard advertising. The copy consists pri­
marily of the words—“Natural gas is cheap, 
cheap, cheap.”
Pictorially we run the gamut from pictures 
of babies being bathed in gas heated water, 
to the Lloyd Center, many of whose tenants 
are large users of gas, to a vast lime kiln 
in a paper mill in which natural gas is used 
to maintain temperatures of 2200° Fahrenheit. 
Usually we also include pictures of our 
directors and officers because we have learned 
that stockholders like to know what the man­
agement people of their company look like. 
Writing Copy
Now comes the laborious job of copy writ­
ing, every word of which, incidentally, has 
to be approved by 18 directors and officers.
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JOINT MEETING DIGNITARIES—Waiting in line for the parade to the speaker's table at the wind-up banquet 
of the 27th Joint Annual Meeting of AWSCPA and ASWA in September in Portland, Oregon are Frances D. 
Britt, CPA, AWSCPA president 1967-68; Mrs. Beth M. Thompson, CPA, AWSCPA president 1966-67; Julia J. 
Kaufman, ASWA president 1967-68; Doris Kay, president of Portland chapter, ASWA; Berniece Oswald, co- 
chairman of the meeting; and Naomi J. Nelson, co-chairman of the meeting and ASWA president-elect.
I might add that the securing o£ these 18 
approvals is a job in itself. Straight, simple 
language is preferable to cumbersome phrases. 
After all, we want to keep the reader awake— 
not lull him to sleep. I was appalled at a 
sentence I recently encountered in an annual 
report. The company in question apparently 
was trying to explain a gradual correction of 
its supply-and-demand balance, and I quote: 
“This improvement came about because a 
strong growth trend both here and abroad 
enabled the industry to absorb its additions 
to capacity.” How would you like to wade 
through 20 pages of that kind of language? 
Why didn’t they say something like—“Business 
picked up so we were able to use up our 
over-supply.” I think that’s what they meant.
But, back to copy writing. First comes the 
president’s message which must strike exactly 
the right balance between optimism and con­
servatism. No matter how bright the future 
may appear one cannot extol it too positively 
because in our business, as in all others, 
there are too many variables that could change 
the picture. It has been said, somewhat face­
tiously, that if the President makes things 
appear to be going too smoothly, stockholders 
may get the unthinkable idea that the man­
agement is overpaid. If difficulties are over­
stressed, on the other hand, they may deduce 
that the job is simply too big for the present 
incumbents.
Seriously, the president’s letter above all 
should convey a feeling of sincerity and com­
plete candor. If things are not going well, 
he should say so and explain why—if things 
are going beautifully, again he should say so 
and explain why—but never should he em­
bellish the truth. The urge to puff and blow 
a little is almost irresistible but strong and 
successful resistance to such an urge will pay 
dividends in winning public confidence and 
respect. As a Japanese artist once said, “Have 
the strength to do more but the will to re­
frain.”
7
Make Figures Come to Life
The remainder of the annual report copy 
should attempt to explain the accountants’ re­
ports in layman’s language and make the 
figures come to life. For example, a $5 million 
increase in revenues is converted into so many 
thousand new homes added to our lines, into 
new restaurants which have selected gas for 
their major energy requirements, and into new 
industries which have chosen to locate in our 
service area partially because of the availa­
bility of natural gas.
The increase in plant account is explained 
by the number of new customers and new 
services added and the miles of new main 
installed to reach new areas.
Payroll costs are converted into the num­
ber of employees involved. Their generous 
contributions to United Good Neighbors and 
the Red Cross Blood Bank, their acts of 
heroism and safe driving records, their active 
roles in local chambers of commerce and 
school boards—all are emphasized in a con­
tinuing effort to create the impression that 
the Company and its people are “good” 
citizens of the communities in which they 
live.
This same treatment is given taxes, capital­
ization and other financial data in an attempt 
to make them fully understandable and “real” 
to the reader. As an added fillip, we usually 
include a section on our outlook for the future. 
Here one’s imagination can take over but only 
in a guarded way. Nothing can hurt a com­
pany’s reputation more than undisciplined re­
presentation of its future prospects which may 
not, or cannot, ever be realized. The expres­
sion that “honesty is the best policy” never 
can be applied more aptly than to a com­
pany’s corporate mouthpiece—its annual re­
port.
And Finally
Finally, after weeks of galley proofs, page 
proofs, color separations and color proofs, Van 
Dykes and corrected Van Dykes, the show 
case for your statistical data is complete. I 
hope you will regard it as a fitting one in 
which to display your merchandise.
Now may I leave you with one last dis­
couraging or fortifying thought depending 
upon your point of view. I have been told 
that only two people ever will read our mas­
terpieces all the way through anyway, namely 
an assistant statistician in some brokerage 
firm and Old Man Smithers, age 83, who owns 
ten shares of stock. The latter also will at­
tend the Annual Meeting and make his 
traditional speech criticizing the Company for 
the high salaries it pays its management peo­
ple and the abysmally low dividends it pays 
its stockholders.
AN AUDITOR’S APPROACH 
TO COST ACCOUNTING
(continued from page 12) 
ing anticipated costs at varying levels of sales, 
based on each unit of measure. A composite, 
variable cost can then be taken off for the 
flexible budget.
After completing the flexible budget, the 
projected break-even point, marginal income 
and margin of safety ratio can be computed 
for the estimated sales volume.
“Break-even point” is the volume of sales 
which will cover the total fixed costs plus 
that portion of the variable costs attributable 
to said volume of sales. In other words, the 
point at which the sales volume indicates 
neither profit nor loss to the company. “Mar­
ginal income” is the difference between total 
sales and total variable costs. The “margin 
of safety ratio” is that portion of sales, at 
any given volume, which is available to create 
profits for the firm.
Break-even Point
The results can usually be shown most 
clearly by the use of a break-even chart. 
There are many types of charts used, and 
the type chosen is largely dictated by the 
factors influencing the cost-volume-profit re­
lationships. In Small Sales Co., Inc.’s projected 
expansion we have three of these factors at 
work: first, a change in the volume of sales; 
second, a change in the variable cost per 
dollar of sale; and, third, a change in total 
fixed costs. In my opinion, the most effective 
way to show the effects of these changes would 
be a line chart, with the base line represent­
ing sales and the verticle line revenue and 
costs. By a diagram representing the present 
figures, with the projected sales, fixed, and 
variable costs superimposed, the increase in 
gross sales required to make the expansion 
profitable is clearly shown. Even more im­
portant is the margin of safety ratio and the 
break-even point. Obviously, if this break­
even point is higher than the maximum gross 
sales anticipated, the expansion cannot be 
profitable. And, even if it is within the an­
ticipated sales range, if the margin of safety 
ratio is too small, loss probabilities far out­
weigh profit probabilities.
This conclusion is disappointing to every­
one concerned, but it is not nearly as dev­
astating as the results of the ‘trial by error’ 
method, which generally leaves a bankrupt 
company and stockholders with a total loss 
of their investment.
To me, putting accounting figures to work 
in order to assist management in making de­
cisions is one of the most fascinating aspects of 
public accounting.
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AN AUDITOR'S APPROACH 
TO COST ACCOUNTING
Prior to going into public accounting, I had 
been employed for a number of years as a 
government accountant. I had become used 
to very complete and detailed records, kept 
in the same precise fashion whether my office 
was in California, the Philippine Islands, or 
Alaska.
It was quite a shock to me, therefore, when 
I first faced the task of trying to prepare 
even an unaudited report on a small retail 
firm. What I later came to recognize as a 
rather complete recording system, consisting 
of a general ledger, sales journal and cash 
disbursements ledger, appeared to me to be 
woefully inadequate. It wasn’t until I faced 
the task of converting a box of miscellaneous 
receipts, cancelled checks, or invoices into one 
or more of these records that I reorganized 
my idea of what constituted “adequate” rec­
ords.
One major difference between a public ac­
countant and an industrial accountant is that 
the public accountant is only an accountant 
part-time. The rest of the time she (and by 
inference I include our male counterparts) is 
a salesman—selling herself, her knowledge and 
abilities to clients. One of the major tools she 
has for this selling job is cost control for 
small business.
To find out one way it is done, come with 
me while we visit Small Sales Co., Inc. The 
owner-manager of this small, retail firm has 
asked our firm to review his accounting rec­
ords, prepare a report and his corporate tax 
returns for the current year. When asked if 
he wanted an audit, his rather irritable reply 
was, “Certainly not. I can’t afford one.”
So our job is now two-fold: first, to do 
what our firm was hired to do; and second, 
to sell Mr. Manager on our firm’s ability to 
show him how to increase his net profit from 
the business more than enough to offset our 
audit costs. In the past few years we have 
heard much about how the Government, 
through its tax and regulatory functions, has 
extended the requirements of an annual au­
dit to business. And it has helped, because 
showing a businessman how to reduce his 
income taxes is showing him how to increase 
his net profit, just as showing him how to 
cut his payroll or equipment cost would be.
But most businessmen are not familiar with 
income tax law, and it is often when the
Pearl A. Scherer, CPA 
Fountain Valley, California
firm’s income taxes become heavy that an 
auditor is first called in, as is the case with 
Small Sales Co., Inc. However, there are as 
many areas in which costs may be reduced 
as there are types of cost. A good auditor 
must be familiar with all of them, and scru­
tinize each area in every business audited.
Cost Control Tool—Comparisons
The basic tool of the auditor for cost con­
trol in small business is the comparative 
statement of income, presented in percentages 
of gross profit as well as in actual dollars. 
In the majority of audit reports this com­
parative income statement covers the current 
and the preceding period; but in many cases 
it will cover several periods—as many as the 
particular auditor thinks appropriate and in­
formative. In a long form audit report you 
will usually also find a condensed comparative 
statement of income covering several prior 
periods, with appropriate comments. And, in 
every case, when discussing the audit report 
with management, the auditor should present 
this comparative information and comments 
so it will usually appear in any good set of 
working papers.
This brings us back to you, the on-the-job 
auditor of the Small Sales Co., Inc. In audit­
ing a firm’s records, and sometimes when 
preparing unaudited statements, a summary 
of the major items included in each expense 
account carried on the books is prepared as 
a regular part of the working papers. After 
the first few annual reviews, this may only 
indicate, “Same as prior period”, but it should 
be there. By referring to the prior year’s 
working papers while making her current re­
view, the auditor can pick up changes in the 
classification of expenses, and radical in­
creases or decreases in recurring expenses
PEARL A. SCHERER, CPA, Orange County 
Chapter, ASWA, has had a varied career in 
government and in public accounting practice. 
Among her ‘firsts’ are first woman CPA in 
Alaska, first woman to serve as president of a 
state society of CPAs, and first woman to serve 
on Council of American Institute of Certified 
Public Accountants. Mrs. Scherer presented 
this paper at a technical session during the 
course of the 27 th Annual Meeting of 
AWSCPA-ASWA in Portland, Oregon in 
September.
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(which are usually a “red flag”, marking 
something that needs further investigation). 
Very often an alert auditor will pick up a hint 
that a new contract exists, or that a change 
has been made in the terms of a lease which 
have not been given her by management and 
which has not shown up in the balance 
sheet review.
Also, in auditing a closely-held business, the 
auditor must always be on the lookout for 
the tendency to “hide” personal expenditures 
by including them in business expense ac­
counts. Time limitations do not permit an 
auditor to investigate every item of expense, 
so she must choose the ones she will scru­
tinize more closely by random selection, her 
knowledge of the attitudes and peccadilloes of 
management of the particular business, and 
a sort of sixth sense for trouble. This latter 
has absolutely nothing to do with women’s 
intuition, but comes from experience and 
familiarity with various businesses.
In order to prepare an informed compara­
tive statement of income, the major varia­
tions in costs from period to period must be 
fully catalogued and explained. So all ex­
pense accounts showing radical changes in 
total expenditures for the year must be in­
vestigated. One of the indelibly embarrassing 
moments in the early life of an in-charge 
senior auditor is to return from an out-of- 
town engagement, especially if the distance is 
considerable, prepare the draft of the report 
and have the reviewer ask why there is no 
explanation of a significant increase or de­
crease in the cost of a particular item. 
Percentage Comparisons
Often what appears to be a minor change 
in the total cost of an account in the current 
as compared to the prior period will show up 
as a significant variation when expressed in 
percentages of gross profit for the two years. 
This is why the experienced auditor always 
prepares a draft balance sheet and statement 
of income in the field; and why the auditor 
busily computing percentages on a slide rule 
in a client’s office used to be a common sight. 
In this day of magnificent machines, com­
puting percentages is done more automatically, 
but it is done. And a second, or possibly 
even a third, look is then taken at all 
variances to insure inclusion in the working 
papers of a clear and concise explanation of 
what is included in the account in both periods, 
and to pinpoint the item or items that re­
sulted in the increase or decrease. It is also 
advisable to go on into the period subsequent 
to the audit date, and determine the current 
status of such items.
With this type of information, it is easy 
to show the client how an increase in ad­
vertising costs, without a corresponding in­
crease in sales, resulted in a decrease in net 
profit. However, a successful auditor will go 
further, and also show the client how a portion 
of this decrease is offset by the decrease in 
income taxes for the period; and, if possible, 
how the additional advertising is increasing 
sales in the period subsequent to the audit 
date. Everyone prefers to have his judgement 
vindicated, and it is a wise auditor who looks 
for all the ways to do this before telling a 
client that he has made a bad mistake.
By-Product Benefits
Several by-products result from this type of 
audit report presentation. First, the client and 
his staff soon become quite cost conscious. Per­
haps not to the extent of setting up a cost 
control records system, but at least to the 
point of scrutinizing each proposed expendi­
ture in relation to its effect on the business as 
a whole; and, usually, to requiring a com­
parative statement of income quarterly in­
stead of just annually. Second, management 
generally is eager to report this type of cost 
information to stockholders when it reflects 
good management policies and so you have 
a better informed group of stockholders. This 
is important in a small corporation, because 
owning stock in Small Sales Co., Inc. is 
generally not the same thing as owning shares 
in General Motors. The stockholder in Small 
Sales Co., Inc. is vitally interested in the 
management of “his” corporation, its internal 
working, its expansion policies, and its net 
profit; and he usually does not hesitate to let 
management and/or the auditor know if it is 
not up to his expectations.
Projections—The Educated Guess
The next step in the cost accounting af­
fairs of Small Sales Co., Inc., insofar as the 
auditor is concerned, usually occurs when a 
sizeable expansion is projected. This may be 
larger quarters for the present retail outlet, a 
branch in another locality, or a decision to 
expand the sales territory through salesmen 
in the field. Management is now used to run­
ning a tightly knit and profitable organization, 
and has become sufficiently versed in modern 
merchandising and accounting methods to 
realize that a continuation of its present 
policies might not result in continued prof­
itability under changed and expanded con­
ditions.
So the manager approaches our firm with 
the question, “How can we tell if this proposed 
expansion will really be profitable?” Of course, 
auditors do not guarantee results, and we 
must make this perfectly plain to the manager. 
However, the auditor and management to­
gether can work out an “educated guess” 
(continued to page 12)
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor 
Peat, Marwick, Mitchell & Co. 




A recent Revenue Ruling, 67-299, IRB 1967- 
37,8 graphically illustrates how subsequent 
acts can vitiate careful tax planning. Under 
Reg. 1.346-1 (a) (2) any distribution result­
ing from a genuine contraction of a corporate 
business will qualify as a partial liquidation, 
rather than a dividend.
In the fact situation involved, a real estate 
corporation adopted a plan of partial liquida­
tion and, pursuant thereto, sold one of its op­
erating parcels of real estate for cash. Within 
the same taxable year, cash was distributed 
to the shareholders in the amount of the pro­
ceeds of the sale. This distribution should 
have qualified as a partial liquidation subject 
to the capital gains tax. An examination of 
the transaction, however, revealed that the 
proceeds had been used to remodel remaining 
parcels of real estate; although within the req­
uisite period, and at a later date, an equivalent 
cash distribution had been made.
The Treasury Department acknowledged 
that the initial disposition of property was po­
tentially a contraction of corporate business. 
The fact that the proceeds had been utilized 
to remodel some of the remaining property, 
however, resulted in an expansion of the busi­
ness, which offset the previous contraction. As 
a result, the cash distribution was character­
ized as a dividend.
A literal appraisal of this ruling would lead 
one to believe that the timing element of the 
various steps had been responsible for the de­
cision. Apparently the taxpayer had funds 
available to remodel the remaining parcels of 
real estate prior to the sale. One cannot help 
but wonder what conclusions would have 
been reached if these improvements had been 
made prior to the adoption of the plan of 
liquidation. If they had then been claimed as 
normal improvements in the ordinary course 
of operating the properties, it would seem that 
a subsequent adoption of a plan of liquidation 
and distribution of the proceeds from the sale 
of another property, might have qualified as 
a genuine contraction of the business under 
Section 346 of the Code.
Spin-offs
Under Section 355 of the Internal Revenue 
Code, stock of a wholly-owned subsidiary may 
be “spun-off” tax free to the parent com­
pany’s shareholders, provided it does not re­
sult in a distribution of earnings and profits. 
In the case of the sale of the stock to out­
siders immediately after its receipt, however, 
the benefits of Section 355 will be lost.
A recent Tax Court case has recognized 
that certain dispositions will not negate the 
benefits of that Section. In Sidney L. Olsen, 
48 T.C. No. 82 shares of stock in a wholly- 
owned subsidiary were distributed by the par­
ent to its shareholders. They in turn trans­
ferred the shares to short term trusts. Each 
trust was for a term of ten years, with income 
during that period being accumulated for the 
benefit of the shareholders’ wives. Subsequent 
payments of dividends were taxable to the 
trusts at a much lower rate than in the hands 
of the shareholders.
The Treasury Department denied the ap­
plicability of Section 355 to the initial distri­
bution, on the theory that it was a device for 
a distribution of earnings and profits. The Tax 
Court disagreed, and pointed out that it is 
well recognized that taxpayers have the right 
to minimize their taxes within statutory limi­
tations, and the tax savings realized through 
the utilization of the benefits of short term 
trusts did not disqualify the spin-off.
Withdrawal of Earnings at Capital Gain Rates
It is a fairly simple matter to realize ap­
preciation on a business at capital gain rates 
through its sale to an unrelated party on an 
arm’s length basis. When an attempt is made 
to dispose of these same assets to a related 
corporate taxpayer, however, the transaction 
will undoubtedly be questioned by the Trea­
sury Department.
In William E. Lamble, T.C. Memo. 1967- 
185 taxpayer operated a business as a sole 
proprietorship, purchasing merchandise from 
a corporation whose entire outstanding com­
mon stock was held by him. His sisters owned 
all of the preferred stock. For business reasons 
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the sole proprietorship assets were sold to the 
corporation at a profit, which was reported as 
a capital gain. The Treasury Department at­
tempted to tax part of the appreciation real­
ized at ordinary income rates, on the theory 
that any amounts received in excess of the 
value of the tangible assets transferred repre­
sented a dividend to the taxpayer.
The Tax Court was satisfied that the 
amount paid by the corporation for the assets, 
including goodwill and other intangibles, rep­
resented the fair market value of the business 
transferred, and no dividend distribution was 
involved.
AN AUDITOR’S APPROACH 
TO COST ACCOUNTING
(continued from page 10) 
through cost-volume-profit studies and break­
even analyses.
Essentially these reports are a compound of 
future marketing information, and prior cost 
information. But the starting point, as in any 
study of cost and profit probabilities, is the 
estimation of costs at various levels of output, 
or sales. The first step is to determine which 
costs are fixed or constant and which are 
variable or change with output volume. Vari­
able costs are also sometimes referred to as 
“controllable” costs for obvious reasons. In a 
retail outlet, such as our Small Sales Co., Inc., 
a fixed charge would be rent or depreciation 
of current premises, while a variable charge 
would be delivery costs. Some costs can be 
fixed in one set of circumstances, and variable 
in others. Normally utilities, for instance, are 
considered a fixed cost, because retail premises 
must be heated and lit regardless of whether 
the customers are few or many. However, if 
you are considering extending the hours of 
operation during which you heat and light 
the premises, then this cost becomes a semi­
variable one, varying intermittently when the 
unit of measure, in this case, hours, reaches 
a certain level.
Once you have your costs indexed as to 
fixed, variable, or semi-variable, you can pre­
pare a static budget, based on prior cost 
records, for a single volume of business activity. 
A budget for a retail outlet differs greatly 
from that of a manufacturing concern. It 
generally contains the information referred to 
in most discussions of budgeting as “selling 
and administrative” expense, plus direct mate­
rials cost. Since it eliminates manufacturing 
costs, these other items can be set forth in 
greater detail, and are often departmentalized 
into sales, warehousing, and administration 
expense. For our purpose, all costs must also 
be classified as fixed, variable or semi-variable.
From our prior years’ audit statements we 
have percentage figures for cost of goods sold 
and gross profit at different sales volumes. Ap­
plying these percentages, modified for any 
changes in cost of goods sold due to volume 
buying or price changes, we can set up a fairly 
accurate flexible budget of gross profit to be 
derived from varying levels of sales. Of course, 
we rely heavily on the Company’s marketing 
department, if there is one, or on manage­
ment to determine the prospective sales volume 
and changes in cost of goods sold. Our job, 
as auditors, is to assist in the development 
and analysis of the financial data, arrange 
the figures in an acceptable manner, prepare 
the final reports, and use our knowledge of 
business enterprises in general, and this one 
in particular, to keep management’s projec­
tions within the realm of possibilities. Our 
role requires us to be completely independent 
and objective in our thinking; and to look 
at the dark side of the picture rather than 
join wholeheartedly in management’s enthusi­
asm. We are more management’s adversary 
than its champion in the conferences during 
which future projections are put forth, analyzed, 
discussed, and, finally, established.
Flexible budgets are usually set up in vari­
ations of ten percentile points of the static 
budget, which is assumed to be 100% of pres­
ent capacity. Thus, we might start at 70% 
of the static budget figures and go up to 150%, 
or whatever spread seems reasonable. The 
fixed costs will remain just that, fixed—re­
gardless of changes in sales level. The vari­
able costs will vary consistently, at the same 
rate as the increase or decrease in sales, so 
we simply apply the same percentages to 
compute each level of these costs.
The tricky computations concern the semi­
variable costs, since each of these may vary 
according to a different unit of measure. For 
instance, the unit of measure of the utilities 
may be the hours of retail operation; of the 
salaries it may be the additional space to be 
covered by salesmen plus the additional hours 
of operation; while of the administrative travel 
the cost unit may be the number and duration 
of management’s trips anticipated between the 
old and new locations.
Also, the unit of measure may be estimated 
rather than historical, so management and the 
auditor must work very closely together to 
arrive at realistic estimates and units of mea­
sure. For each of these costs, or group of 
costs, having more than one unit of measure, 
a separate schedule must be prepared, show- 
(conclusion on page 8)
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REVIEWS—Writings in Accounting
Phyllis E. Peters, CPA, Editor 
Touche, Ross, Bailey & Smart 
Detroit, Michigan
TO THE READERS:
As I assume the role of editing this column, 
many questions arise. Of greatest interest right 
now is—Are we reviewing what you want re­
viewed? Would you prefer more reviews cover­
ing books? Publications of accounting organi­
zations? Current business magazines? AICPA 
pronouncements? How far afield from ac­
counting would you like the reviewers to 
stray?
Please let us know. Our goal is to whet 
your appetite sufficiently so that you’ll want 
to read more of what’s being written for us 
in the accounting profession.
P.E.P.
“Horizons for a Profession,” Robert H. Roy and 
James H. Mac Neill, American Institute 
of Certified Public Accountants, 1967, 354 
pp., $7.50
“Horizons for a Profession” is the study spon­
sored by the Carnegie Corporation of New 
York and the American Institute of Certified 
Public Accountants to delineate the common 
body of knowledge which should be possessed 
by the CPA who is at that point in his career 
when he is first prepared and authorized to 
offer his services as a certified public ac­
countant.
The conclusions of the study are grouped 
in the following major categories: Accounting, 
The Humanities, Economics and Behavioral 
Science, Law, Mathematics, Statistics, Proba­
bility, and the Functional Fields of Business. 
Each of these topics is discussed in detail in 
the book. Throughout, emphasis is placed on 
conceptual knowledge rather than on knowl­
edge of procedures. The authors of the study 
have wisely avoided specifying curriculum 
content, realizing that the information needed 
by a beginning CPA will change with chang­
ing times.
The areas of knowledge suggested as being 
necessary for a beginning CPA appear to cover 
an appalling range of items, but it must be 
remembered that we live in a world of organi­
zations of increasing complexity and that the 
accountant is a key figure in this world.
Part of the information for the study was 
obtained through the use of decks of 53 
“subject cards” which were mailed to a large 
select group of knowledgeable persons in the 
accounting profession who were asked to rank 
each subject in order of its importance to the 
beginning CPA. The subject which ranked 
first in the final results was Written and Oral 
English. Second and third places were occu­
pied by Introductory Accounting Theory and 
Postulates and Introductory Accounting Prac­
tice and Procedures. Auditing was in fourth 
place followed by Economics, Introductory 
Cost Accounting, and Auditing Practice and 
Procedures. Advanced Accounting Theory was 
in eleventh place and Advanced Accounting 
Practice and Procedures was in fourteenth 
place.
It is mentioned in the study several times 
that the beginning CPA need not be a 
skilled bookkeeper, but it would seem that an 
introductory and advanced course in ac­
counting procedures and practice together 
with the experience required in most states of 
a CPA candidate should make him a reason­
ably skilled bookkeeper. There is no reason to 
increase the emphasis placed upon practice 
and procedures, but there is also no reason to 
play it down.
The authors of the study place great 
emphasis upon mathematics and recommend 
that CPA’s should be able to formulate their 
thoughts in mathematical language. The 
results of the subject card experiment, however, 
revealed that mathematics other than business 
math ranked low in the list of subjects. Dif­
ferential and Integral Calculus and Differ­
ential Equations were in 51st and 52nd 
places, respectively.
What is often overlooked is that the system 
of debit and credit is a notation system which 
reveals a great deal about a transaction. The 
recording of a sale of merchandise on account, 
for example, reveals that a transaction has 
taken place transferring personal property 
from the seller to the buyer, that the buyer 
has not signed a note as evidence of his 
indebtedness, and that he is expected to pay 
for the merchandise at a later date in ac­
cordance with the credit terms agreed upon 
between himself and the seller. If account 
numbers are used instead of account titles, 
the entire transaction can be recorded without 
the use of words.
13
The study took three years to complete 
and has evidently been carefully done, al­
though it seems logical to question the 
emphasis placed upon mathematics in view of 
the rank of mathematics in the subject card 
experiment. It seems clear to this reviewer 
that mathematics will be of increasing im­
portance to CPA’s in the future, but whether 
to the extent indicated in the report remains 
to be seen. The report itself seems to be much 
longer than necessary. A concisely written 
report might conceivably be read by a 
greater number of persons and thereby have a 
greater impact on the training and education 
of the beginning CPA’s of the future.
Mary E. Burnet, CPA 
Rochester Institute of Technology
“Financial Accounting Theory,” edited by 
Stephen A. Zeff and Thomas F. Keller, 
McGraw-Hill Book Company, New York, 
1964, 455 pages.
This paperback book was compiled by the 
editors primarily to supplement the inter­
mediate accounting course in colleges and 
universities. However, since it includes inter­
esting articles on controversial topics gathered 
from a number of sources, it is a valuable 
addition to any accountant’s library. It will 
be especially welcomed by younger accountants 
who have accounting journals only for the 
more recent years.
The authors have dealt primarily with asset 
valuation and income determination topics. 
Included are articles on revenue recognition, 
interrelationships between the balance sheet 
and profit-and-loss statement, inventories, 
depreciation, goodwill, tax pressures on ac­
counting principles and the accountant, and 
income smoothing. There is also a short sec­
tion on liabilities (specifically leases and 
income tax allocation) and one on problems 
confronting the accounting profession (i.e., 
profits and inflation, price level changes, and 
need for accounting “authority”). Stock equity 
topics and direct costing have been omitted 
almost entirely.
The paperback contains 41 articles written 
by 36 authors. Half of the articles are re­
prints from The Accounting Review. Another 
25 percent of the articles originated in 
The Journal of Accountancy, while the 
remainder come from varied sources including 
testimony before a U.S. Senate Committee 
and testimony to a referee in an estate case. 
Over 60 percent of the articles were published 
between 1950 and 1962, while the remainder 
would qualify as classics, having emanated 
in the ’40s and even before, back to 1912, yet 
retaining their pertinence today.
The authors are, by and large, well-known 
names in accounting—Hatfield. Paton, Hus­
band, May, Hepworth, Cannon, Moonitz, 
Storey, Myers, Jones, Spacek—although the 
editors claim to have selected the articles 
because of their clarity and their challenge to 
the student, not because of the prestige of 
the authors. The editors have included in each 
section a brief introduction to the articles 
and have attempted to highlight the contri­
bution made by the author or relate the 
article to the overall topic being considered. 
This helps the novice technical reader know 
what to look for as he reads these reprints.
Two other aspects of the paperback deserve 
comment. The first article by Zeff introduces 
the reader to the various accounting organi­
zations and their literature. Much of this is 
well-known and not worth mentioning to the 
practicing accountant. However, the beginning 
accountant or the student will find this sum­
mary of professional groups and their peri­
odicals helpful to him in researching and 
utilizing library materials more effectively. 
Secondly, in each topical section of the paper­
back, the editors have listed a very complete 
bibliography of articles published prior to 
October 1963 on that topic.
All in all, this volume is highly recom­
mended as an excellent addition to the ac­
countant’s library.
Dr. Marie E. Dubke, CPA 
Memphis State University
EDITORIAL STAFF AND BOARD 
APPOINTMENTS
(concluded from page 4)
Doris L. Bosworth, CPA, will continue to 
serve as Tax Editor. She is a manager in the 
Tax Department of Peat, Marwick, Mitchell 
& Co. in New York, and past president of 
the New York Chapter of ASWA, 1966-67.
Elaine Cereghini, CPA, will serve as Spe­
cial Editor for “Letters to THE WOMAN 
CPA” a new feature with this issue. She is 
Controller of Touche, Ross, Bailey & Smart 
in New York.
New Editorial Board members are M. Ger­
trude Hindelang, CPA, of Phoenix, Arizona, 
past president of AWSCPA, 1960-61, and 
Esther G. Midgal, CPA, Chicago, Illinois. 
Business Manager, Beatrice C. Langley, has 
been reappointed.
We thank retiring Editorial Board mem­
bers Elinor J. Hill, CPA, and Vivian Warner 
Matick, who have completed three year 
terms, for their able assistance in reviewing 
and evaluating manuscripts submitted for 
publication.
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LETTERS TO THE WOMAN CPA
Elaine Cereghini, CPA, Special Editor 
Touche, Ross, Bailey & Smart 
New York, New York
WANTED:
CONTRIBUTING LETTER WRITERS
A new feature is being added to THE 
WOMAN CPA with the initiation of this 
column, “Letters to the Woman CPA”. The 
Editor would like to see the column develop 
into a lively sounding board of readers’ re­
actions to topics of current professional in­
terest. Therefore, all readers are urged to take 
advantage of this chance to express their 
views, comments and ideas.
The spectrum for comment is as broad and 
varied as the professional interests and back­
grounds of all of our readers. Letters can be 
directed towards taking a stand on a con­
troversial subject, offering criticism (positive as 
well as negative), presenting an idea or ask­
ing pertinent questions. There are no particu­
lar editorial limitations except (hopefully) one 
of available space.
We look forward towards benefiting from 
your interest and participation as a contribu­
tor.
E. C.
INSTRUCT RATHER THAN IMPRESS
The experienced accountant in 1967 finds 
himself in a world of business vastly different 
from that which he has known in the past. 
There is no need to tell him about the com­
puter revolution. He is very much aware of 
the increase in the use of EDP systems and 
the mathematical applications being made in 
business.
In fact, he is undoubtedly asking himself 
how long it will be until he becomes pro­
fessionally obsolete if he does not continue 
his professional development into the areas of 
data processing and mathematics.
I suggest that THE WOMAN CPA give 
the experienced accountant a professional 
boost through a series of articles designed to 
instruct—rather than impress—in these two 
areas. Too often the accountant, searching for 
some insight into what is new, finds himself 
reading or listening to the esoteric and is left 
feeling even more bewildered than he was 
before. He keeps hoping and looking for some­
thing which starts at the beginning and takes 
him along, step by step.
In my opinion, THE WOMAN CPA could 
render a real service through a series of arti­
cles that do just that.




The year 1968 is the 35th year since the 
organization of the American Woman’s Society 
of Certified Public Accountants and the 30th 
year since the organization of the American 
Society of Women Accountants.
To those members who have never attended 
a national or a regional meeting of their pro­
fessional accounting group, comments from 
members who have attended as to the bene­
fits derived therefrom would be interesting.
The purposes for which the two societies 
were formed have not changed. Therefore, it 
is evident from their growth that there was 
and is a need for organizations to advance the 
interests of women in the accounting profes­
sion.
We owe much to the group of women in 
Chicago in 1933 who organized the American 
Woman’s Society of Certified Public Accoun­
tants, and to Anna Grace Francis, its first presi­
dent, who stated at the 25th anniversary—“I 
had a dream—and everyone worked to make 
it come true”. Her dream was an organiza­
tion of women Certified Public Accountants 
so that they would receive full recognition in 
the accounting profession.
Five years later, in 1938, Ida S. Broo 
founded the American Society of Women Ac­
countants for women having an interest in 
accounting. These two women, through their 
foresight, leadership and enthusiasm, did 
much to advance the interests of women in 
accounting and to gain professional recogni­
tion and all women in accounting respect their 
ability to inspire others to high professional at­
tainment.
Continued learning is a must in all profes­
sions. Annual and regional meeting programs 
keep members aware of changing concepts in 
accounting. In addition, the exchange of 
ideas at workshops indicates the ways and 
means of increasing professional activities and 
individual participation.
While all members have common interests 
in attending national or regional meetings, 
each member may derive different benefits. In­
dividual comments should be most helpful to 
inspire more members to attend and partici­
pate.
Gertrude Priester, CPA 
New York, New York
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Over 10,100 successful CPA 
candidates have been coached by 
International Accountants Society, Inc.
Byron Menides, 
President of IAS, says:
“If you don’t pass your CPA examination 
after our CPA Coaching Course, 
we’ll coach you free until you do!”
Any CPA will tell you it takes more than accounting 
knowledge and experience to pass the CPA examination. 
You must know the quick, correct way to apply your 
knowledge, under examination room conditions.
How you budget your exam time, for example-—how you 
approach each problem or question—how you decide, 
quickly, the exact requirements for the solution—construct 
an acceptable presentation—extract relevant data—and use 
accounting terms acceptable to the examiners.
That’s where International Accountants Society, Inc., can 
help you. As of May 1, 1967, 10,176 former IAS stu­
dents who had obtained all or a part of their accounting 
training through IAS had passed CPA examinations. Our 
CPA Coaching Course is proven so effective we can make 
this guarantee to you:
“If any IAS CPA COACHING COURSE en­
rollee who has submitted for grading all 20 ex­
aminations of the course fails to pass the CPA 
examination in any state after meeting all the 
legal requirements of the state as to residence, 
experience, preliminary education, etc., IAS will
 CONTINUE COACHING WITHOUT ADDI­
TIONAL COST until the enrollee is successful.”
own pace. Most important, every lesson is examined and 
graded by one of our faculty of CPA’s, who knows exactly 
the problems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study. 
APPROVED UNDER THE GI Bill
The IAS CPA Coaching Course as well as the full IAS 
accounting curriculum is approved under the Gl Bill. You 
start any time you please—there are no classes, no fixed 
enrollment periods. So, you can make maximum use of the 
time available, starting as soon as you enroll and continu­
ing right up to the examination dates.
SEND TODAY FOR FREE REPORT
To get the complete story on how you (or some member 
of your staff) can benefit from the proven IAS CPA 
Coaching Course, just fill out and mail the coupon below. 
No obligation.
The IAS CPA Coaching Course is designed for busy ac­




Study School Since 1903
FILL OUT AND MAIL FOR COMPLETE INFORMATION 
Director of CPA Coaching
International Accountants Society, Inc. 
Dept. B, 209 W. Jackson Blvd., Chicago, Illinois 60606
Without any obligation on my part, please send me your new 





□ Check here if entitled to 1966 Gl Bill educational benefits.
